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Now that the U.S. Senate has fired what might be the first salvo in a trade war with China, investors, already beset by a 
host of uncertainties, must consider another—this one is possibly the most dangerous of all. If Congress can label 
China a “currency manipulator,” then tariffs aimed at China become likely, as does Chinese retaliation in a pattern that 
would hurt world trade, growth prospects in both countries, and asset values on both sides of the ocean and beyond. Of 
course, the Senate’s recent vote is still a ways from legislation, much less law, but the dangers here are so profound 
they demand a consideration of the potential pitfalls. 
 
The hope here—indeed, the reasonable expectation—is that this recent vote is just posturing. Both houses of Congress, 
as well as the White House, regardless of the party in power, have a history of playing to the populist, protectionist 
galleries while following a more moderate legislative line. The Senate, after all, has only just voted to begin debate and 
might still refuse to start the process. The Republican-dominated House of Representatives is even less likely to 
proceed on such a path. Republicans traditionally have shown a greater reluctance to engage in any restraint of 
international trade than have Democrats—except that the Tea Party has thrown a wild card into this congressional 
shuffle. President Barack Obama has already voiced concerns about the recent Senate vote, but having imposed tariffs 
of his own not too long ago, there is no telling how he will lean if a bill arrives on his desk, especially in an election year. 
 
There can be little doubt that China would retaliate should the United States go down this path. When in 2009 President 
Obama bowed to the demands of the United Steel Workers of America and imposed a 35% tariff on tire imports from 
China, Beijing within days announced a review of American chicken and auto parts imports. Though the Chinese 
announcement failed to mention the tire tariffs, it was surely in response. After all, the sum of the American chicken and 
auto part sales in China exactly equaled the $1.3 billion involved in Chinese tire exports to the United States. When, 
subsequently, the White House announced 145% duties on Chinese steel, Beijing in early 2010 slapped a 105.4% duty 
on American chicken imports and further duties on American auto parts as well. 
 
Either economy could easily absorb an exchange limited to tires, chickens, and some auto parts, but the prospect of 
something more general raises the ante considerably. General tariffs on Chinese imports, something like the 27.5% 
long proposed by senators Chuck Schumer (D-NY) and Lindsey Graham (R-SC), would at the very least raise costs to 
American consumers and depress living standards accordingly, especially for those at the low end of the income 
distribution, where inexpensive Chinese goods often dominate. Beyond consumers, the duties would also impose 
greater costs on all those producers who use Chinese imports—whether steel, tires, plastics, or any other intermediate 
good as an input in their processes—spreading the pain to many who never directly buy Chinese goods. It is 
noteworthy, for instance, that when President Obama imposed a duty on tires, the loudest protests came from both auto 
manufacturers and the auto workers’ union. Similar resistance arose years ago, and for the same reasons, when auto 
and appliance manufacturers objected to President George W. Bush’s steel tariffs in 2002. 
 
For all this pain, it is not even clear that those presumably protected by such a tariff wall would actually benefit. Many 
other emerging economies—India, Vietnam, Indonesia, and even the old Asian “tigers”—would eagerly step into China’s 
place, and if these economies compete less fiercely than the Chinese, their entry into the market would blunt or erase 
any benefit the tariffs might offer domestic producers, their profits, and their job creation. All the pain, then, for American 
consumers and producers who use Chinese goods would occur to the benefit of other emerging economies, not China’s 
domestic competitors.  
 
And if China retaliated, as it almost surely would, the strains would be that much greater. Such action would, of course, 
hit any American firms and workers who derive income from sales in China. The United States may run a trade deficit 
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with China, but that fact should not obscure the almost $100 billion in products this country sells to China each year 
and, of course, the jobs and profits that are tied to these sales. What makes matters even more dangerous is that trade 
wars, once they begin, tend to suck in more than just the countries initially involved. The classic example of this hugely 
destructive potential is the Smoot-Hawley tariff of 1930, which surely extended and deepened the Great Depression. 
 
Back then, Senator Reed Smoot (R-UT) and Representative Willis Hawley (R-OR) meant well when they proposed their 
tariffs. They were troubled by the economic dislocations that followed the stock market crash of 1929 and thought they 
could protect American jobs by placing duties, averaging 20%, on 20,000 different imports. What they got instead turned 
out to be a disaster for the United States and the world. The rising cost of living as a consequence of the tariff hurt the 
American wage earner, especially since wages at that time were already in decline. Meanwhile, a host of other 
countries retaliated. The League of Nations, the world’s premier international body at the time, noted with dismay how 
Smoot-Hawley was “the signal for an outburst of tariff making” that compounded the world’s already severe economic 
problems. World trade fell 67% in the two years following the bill’s passage. Though American imports fell 40%, exports 
fell 75%. The effect, it might be argued, destroyed a nascent recovery. Though the U.S. economy fell into recession 
right after the stock market crash of 1929, it had begun a recovery in 1930. Unemployment, 9% in January of that year, 
had fallen to 6.3% in June. But that improvement reversed as soon as the tariffs passed into law. Investors clearly saw 
the danger. Stocks fell 10% on the day President Herbert Hoover signed Smoot-Hawley. The economic decline lasted 
until 1932, and unemployment rose to exceed 25% of the available work force. 
 
To be sure, investors today are a long way from such a horrific prospect. The legislation contemplated at the movement 
is less severe than Smoot-Hawley and is still far from law. There is ample reason to expect cooler heads to prevail, both 
in Washington and in Beijing, so that each country and the world can avoid the pain of such a mistake. But the Senate’s 
recent vote has, nonetheless, raised a huge risk in an already uncertainty-filled investment climate. On that basis, it is a 
matter of concern to all investors. Sometimes, Washington seems determined to hold back economic growth and stifle 
job creation. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 3

Milton Ezrati, Partner and Senior Economist and Market Strategist, has been widely published in a wide variety of 
magazines, scholarly journals, and newspapers, including The New York Times, Financial Times, The Wall Street 
Journal, The Christian Science Monitor, and Foreign Affairs, on a broad spectrum of investment management topics. 
Prior to joining Lord Abbett, Mr. Ezrati was Senior Vice President and head of investing in the Americas for Nomura 
Asset Management, where he helped direct investment strategies for both equity and fixed-income investment 
management. 
 
Note about Risk: Different types of investments carry different types of risk. Stocks are subject to greater risk and 
market volatility. The value of investments in equity securities will fluctuate in response to general economic conditions 
and to changes in the prospects of particular companies and/or sectors in the economy. Debt securities (bonds) are 
subject to the risk of default and interest rate volatility; when interest rates rise, bond prices generally fall.  Investments 
in small and/or medium-sized company stocks typically involve greater risk, particularly in the short term, than those 
investing larger, more established companies. 
 
The opinions in the preceding commentary are as of the date of publication and subject to change based on subsequent 
developments and may not reflect the views of the firm as a whole. This material is not intended to be legal or tax 
advice and is not to be relied upon as a forecast, or research or investment advice regarding a particular investment or 
the markets in general, nor is it intended to predict or depict performance of any investment. Investors should not 
assume that investments in the securities and/or sectors described were or will be profitable. This document is prepared 
based on information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy or completeness 
of the information. Investors should consult with a financial advisor prior to making an investment decision.  
  
Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett 
funds. This and other important information is contained in a fund’s summary prospectus and/or prospectus. 
To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment 
professional, Lord Abbett Distributor LLC at (888) 522-2388 or visit us at www.lordabbett.com. Read the 
prospectus carefully before you invest.  
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